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FOREWORD 


This report continues the series of statements on the 
economic outloak in Canada prepared for the use of the Federal 
Ministers and civil servants concerned, The purpose of the 
reports is to appraise the influences operating in the economy 
as they are likely to affect the general level of economic 


activity in 1953. 


M.eW. Sharp, 
Associate Deputy Minister, 


May 1953 
Ottawa, Canada, 
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SUMMARY OF THE CUTLOOK 


A condition of evenly~balanced prosperity now prevails in the Canadian 
economy, Available manpower and other productive factors are, for the most part, 
fully employed. Inflationary tendencies are no longer in evidence, the general 
price level having held a stable to slightly declining trend for more than a 
year. The pick-up in consumer buying during the latter part of 1952 and sub- 
sequent firmness of demand has brought greatly improved conditions in those 
consumer good industries which were soft for most of 1952, Meanwhile, defence 
and related demands, though tending to level off, have remained high. Only in 
the case of exports have sales to date in 1953 been running below the level of 
the previous year, However, this reduction has not had any serious depressing 
effect, due mainly to the strong domestic demand in the industries concerned, 

In the months ahead there is little indication of any major change 
in the pattern and character of demand influences which presently support economic 
activity in Canada. A similarly firm prospect in the United States provides an 
important under-pinning to Canadian exports, at least in the short run, even 
though sales to a number of other countries are well below the unusually high 
levels of 1952, In the domestic market the buoyant effects of abnormally good 
crops in the last two years and of the rapid increase now taking place in consumer 
credit may not be as important by the end of the year as now, The decline in 
importance of these temporary props coupled with increasing competition from 
foreign producers in a number of fields may cause reduced activity in some 
industries. On the whole, however, a strong overall income position and expan- 
sionary forces generally will probably continue to dominate the Canadian economic 


situation. 


Changing Demand Forces in the Canadian Economy 


Since 1950 Canada's national output has been increasing at a rate 
of 6 per cent annually which is nearly double the increase achieved in earlier 
post-war yearse This pick-up in the tempo of expansion was based initially on 
new demands arising from the stepped-up defence programmes of NATO countries. 
It was associated for most of the period with greatly expanded outlays for direct 
defence purposes, larger exports of strategic products, and increased outlays for 
resource development and basic industrial expansion, In the two years following 
Korea there was a substantial increase in the proportion of Canada's resources 
used fer each of these purposes, This increase was achieved primarily at the 


expense of personal consumption, In the year ending mid 1952 consumer outlays 
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comprised 1,94 per cent of the eross available supply of goods and services 
compared with 5); per cent in 199. 

By the last half of 1952 demands related to the defence build-up had, 
in general, levelled off, Increases in expenditures on direct defence procurement 
have continued at a declining rate, but the peak impact in closely related fields 
may have passed, Export shipments, apart from grains, were lower in the last 
six months of 1952 than in the same period of 1951, Capital expenditures 
continued to rise but non-defence activity, such as housing, was assuming greater 
importance in this increase, dente ts consumer buying had strengthened and in 
the course of one year the overall volume of goods and services purchased for 
personal use rose by 10 per cent. In other words, the defence build-up had given 
way to consumer demand as the major expansionary influence in the economy. 

This resurgence in the consumer market marked a reversal from a 
tendency evident since the immediate post-war transition for personal consumption 
to lag behind the overall expansion in the economy. During most of this period 
personal incomes barely kept pace with increasing prices, involving a moderate 
decline in purchasing power on a per capita basis. The price increases also 
reduced the purchasing power of the substantial holdings of liquid assets held 
at the end of the war. These tendencies were accelerated by the rapid price 
increases in the first year after the Korean outbreak and the effects of govern- 
ment measures designed to encourage a shift of resources towards defence prepared= 
ness. However, an increase in real income began to develop from a continued 
increase in money incomes accentuated by unusually good harvest in 1951 and 1952 
and by a substantial reduction in import prices, One of the most striking 
illustrations of this development in the current economic situaticn is the 
significant expansion taking place in real incomes of workers in urban areas, 


which have increased on the average by nearly 10 per cent in the course of one year, 


Consumer Deriand in 1953 

The re-emergence of normal civilian demands on a scale commensurate 
with the increased level of national production and incomes will no doubt continue 
to exert a dominant influence in the economy in 1953. Even with the substantial 
rise in consumer buying during 1952, the current rate of personal saving remains 
high. Per capita consumer expenditure on a unit volume basis is still below the 
1947 level in spite of the recent rise in real incomes, In these circumstances 
a further significant increase in real per capita spending by consumers in 1953 


appears quite possible. 
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Thus far this expansion in purchases has been taking place in nearly 
all types of products. In the case of automobiles and other durables easier 
credit terms involving a substantial increase in instalment credit have contri- 
buted in an important way to the recent rise in sales, However, the impertance 
of this special bolstering influence will diminish before long and softening 
in some durable markets may occur before the end of the year. Also in the case 
of clothing, the heavy sales volume achieved in recent months may prove abnormal 


even taking into account present income levels. 


Government Outlays 
It now appears that federal defence spending in calendar 1953 will 


show only a moderate increase over the previous year, Reduced expenditures on 
construction and soft goods will partially offset increased outlays for major 
equipment items. No major change is expected in non-defence expenditures at the 
federal level. On the other hand a moderate increase in overall expenditures 
by provinces and municipalities is indicated, reflecting some further increase 


in costs and a somewhat larger investment programme, 


Private Investment 

On the basis of the survey of capital expenditure intentions, private 
investment will again be higher in 1953. Resource development and ether defence- 
supporting investment will remain high but will show little further overall 
increase, Some of the major expansion programmes are largely completed and 
reduced outlays in such industries as chemicals and steel will tend to offset 
further increases in mineral and power development, Most of the increase in 
capital expenditures is taking place in those sectors where investment was retard- 
ed during the period of the defence build-up, Such groups are trade and commercial 
services and certain manufacturing sectors reflect this change. Also the volume 
of housing will be substantially greater than in 1952. In spite of the completion 
in 1953 of a number of the larger defence supporting projects,evidence now 
available gives little indication of any significant falling off in investment 


activity by the end of the year. 


Foreign Trade 
Foreign demand for Canadian goods will be supported in 1953 by 
prospects of sustained levels of production in the United States and in other 


important trading nations. In addition, hard currency reserves of non-dollar 
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countries taken as a whole have shown a major improvement during the past year 
but this does not necessarily entail larger purchases from Canada. In spite 
of these favourable factors, circumstances affecting certain important commodity 
markets are likely to cause a reduction in overall exports in the present year, 
In 1952 exports of grain were unusually high and Argentina and Australia are 
likely to provide a larger proportion of world requirements this year, There 
appears to be further uncertainty about wheat sales to the U,Ke in the latter 
part of the year. It is now evident that shipments of lumber and woodpulp to 
the United Kingdom will be considerably reduced. Automobile sales to Latin 
America are expected to fall weil below the unusually high levels achieved in 
1952, Finally, increasingly competitive conditions in the world market for manu- 
factured items generally will probably entail some reduction in Canadian exports 
in this category. For most other products, however, the outlook appears fairly 
good. 

Influences affecting the level of commodity imports are to some 
extent conflicting. The expansion in domestic capacity of certain basic materials, 
such as oil, steel, coal and chemicals, will involve less imports in certain 
categories, However, the buoyant consumer market is attracting larger quantities 
of many consumer goods, Generally speaking, the prevalence in Canada of firmer 
demand conditions than in other major trading nations and the better supply of 
foreign goods at competitive prices tends to encourage a larger volume of imports. 
As a result, total purchases from abroad are now running above last year's level 
and this condition will probably prevail for 1953 as a whole. In a number of manu- 
facturing lines an increasing proportion of domestic requirements are being met 
through imports. To this extent Canadian producers are not receiving the full 
benefit of the present strong domestic demand, particularly in the consumer goods 
markete 

The net effect of these changes in merchandise trade is likely to 
lead to a moderate deficit in the current balance of payments for 1953 in contrast 
to the small surplus realized in 1952, The deficit with the United States is not 
apt to change significantly. On the other hand a substantial decline in Canada's 
surplus with all overseas countries, possibly to about one-half of that realized 


in 1952, is in prospect. 
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Employment and Production 

In the light of these considerations, prospects for output and 
employment are generally good, Final consumption is for the most part keeping 
pace with present record production and imports and only a small increase in 
inventories appears to be taking place, At the same time the substantial increases 
now evident in production indexes, compared with a year ago, will not continue 
to the end of the year because of the high output levels achieved in the latter 
part of 1952, Nevertheless with the level of activity now in prospect most of 
the new workers coming onto the labour market should be absorbed, Increasingly 
competitive conditions are appearing however and the underlying inflationary 
potential which existed a year ago is now much less in evidence, Under these 
circumstances traditional seasonal patterns of employment and unemployment will 


become more pronounced and labout surpluses will appear in some localities. 


Incomes 

With inflationary pressures no longer dominant, the upward trend in 
incomes in 1953 will not be as pronounced as in previous years. Labour income 
will be higher as a result of a moderate increase in wage rates and fringe benefits 
together with increased employment. However, the record grain crop in 1952 
contributed a special supporting influence to farm incomes which cannot be anti- 
cipated again this year, Lower prices for some agricultural products will further 
contribute to a significant decline in agricultural income. Corporate profit 
margins may average little, if any, above last year but higher output should 
permit larger corporate profits for the year as a whole. With larger depreciation 
allowances and the reduction in corporate taxes, corporations will probably be 
able to finance a larger proportion of their investment programmes from internal 
sources than last year. The likelihood of lower personal savings in 1953 is to 
be associated primarily with the anticipated decline in farm income, The expansion 
in consumer credit outstanding is expected to continue but the increase is not 


likely to be as large as took place last yeare 


Gross National Product 

In summary, it appears that in 1953 a further increase in total 
output will be realized without inflationary pressure. On the basis of present 
market influences the general level of prices seems likely to remain about the 
same as last year. Divergences in price trends between different groups will not 


be so marked as in 1952, In this situation of fairly balanced prosperity Gross 
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National Product may approximate something like $23¢ billion compared 

with $23 billion in 1952, If prices remain unchanged this would involve 
an increase in overall national output of about 3 per cent, and assuming 
average crops, an increase in non-agricultural output of nearly 5 per cent. 


Most of this gain will be realized in the first half of the year. 


The easing in international tensions in recent months has 
introduced a new element of uncertainty into the economic outlook, This 
gives rise to a situation in which the economic climate becomes particularly 
vulnerable to a change in business confidence, especially in the United 
States. Already there has been a limited adjustment in security prices 
and in some international commodity markets, The business community 
appeared to be viewing the longer term outlook with caution, even prior 
to the recent "conciliatory" phase of international relations, these 
views being based presumably on the anticipated levelling off and 
eventual decline in defence expenditures, This business caution, 
even in the face of short-term elements of strength, has tended to 
prevent temporary excesses and to hold the expansion in inventories 
to moderate proportions, If this moderation on the part of the business 
community is maintained, it will ease the transition to such new demand 


patterns as emerge in the next year or tWoe 
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TABLE II 
DISTRIBUTION OF INCOMES AND EXPENDITURES 
BY MAIN SPENDING SECTORS, 1952 AND 1953 


(millions of dollars) 


| | Net current in- | Expenditures on ! Surplus (+) 
i come adjusted | final goods and or ; 
| | for transfers | services Deficit (—) | 
' 


;| pbetween sectors 
BAS ra 


1953 1952 | 1953 


Business: 
2.975 


Gross domestic investment 


| 
Gross business saving 2,662 
Deficit | 


Consumers: 


Personal expenditure on 
consumer goods and 
services 

Net personal savings 


1h, 290 


+1,.538 | 41,200 


Government: 


Total revenues from taxa~ 
tion, Social security 
contributions and 


| 
| 
| 
: 
| 
| 
| 


6,650 


i 
| 
| 

Personal disposable income 15,828 }16,150 
| 

| 

| 

| 

| 

| 

investment income | 


65399 
Less: total transfer pay- , | 
ments and subsidies \ Rcoy tie,025 
es 


yS12 | bh, 625 


| 

| 

Net government receipts | 

Expenditures on goods & 
services 


| 

: M211. 
; Adjusted surplus 

| 

i 

| 

j 

i 


| 
' 
| 
{ 
| 
i 
i 


+ 30L 2 20 


~ 150) © 990° 
| | j 


i 
' 


t 
{ 
! 


Internationals: 


nO ES ee ee ee 


| 


| 
| 
| 
| 


Net foreign balance 250 
Net borrowing from abroad | 


Residual error of estimate - 18 | _ + 19 
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TABLE III 


GROSS DOMESTIC INVESTMENT, 1952 AND 1953 


(millions of dollars) 


Type of Expenditure 


Heavy Manufacturing 
Other Manufacturing 
Mining 

Woods Operations 
Construction Industry 
Utilities 


Commercial 


Institutions 


Sub-total 
Residential Construction 


Total Gross Domestic Investment in 


Agricuitural and Fishing 
Durable Physical Assets 


Change in Inventories: 


Grain in Commercial Channels 


Farm Inventories 
Business Inventories 


Total Change in Inventories 


Anticipated 
Change 
Per Cent 


- 4 


~ 10 


apo 
| 


(1) Upward revisions have been made in these components from t hose 
published in "Private and Public Investment in Canada, Outlook 


1953" for internal use. 
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TABLE IV 


PERSONAL EXPENDITURE ON CONSUMER GOODS AND SERVICES 


1952 AND 1953 


(millions of dollars) 


Perishable Goods 


Semi-Durable Goods 


Durable Goods 
Services 


3 
Oo 
2 
i 


Per 


Cent Change 
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TABLE V 


tt ee cn en a ah 6 


(millions of dollars) 


INCOME 


ee ee ren na nm 


Wages, Salaries and Supplementary Labour Income 
Less employer and employee contributions 
Military Pay and Allowance 

Net Income Received by Farm Operators 


Net Income of Other Unincorporated Business 


Interest, Dividends and Net Rental Income of Persons 


Transfer Payments to Persons 
Old age security payments 
Qld age pension payments 
Family allowances 
Unemployment insurance benefits 
All other transfer payments and bad debt losses 


Sub-Total for transfer payments 
Total Personal Income 


EXPENDITURE 


Personal Direct Taxes 
Tncome taxes 
Other 


Personal Expenditure on Consumer Goods and Services 


Personal Savines(1) 


Total Personal Income 


| Personal Savings as per cent of Disposable Income 


(1) It should be noted that this decline in personal savings is largely 
based on a decline in net farm income, and personal savings in the 
non- agricultural group will probably be roughly the same as last 
year, The statistics are not available, however, to show the incomes 
and savings of such groups separately. 
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TABLE VI 
NET BALANCE ON INTERNATIONAL CURRENT ACCOUNT, 1952 AND 1953 


(Excluding Mutual Aid to NATO Countries) 


(Millions of dollars) 


Forecast 


Current Credits: 
Merchandise Exports (adjusted) 
Gold production available for export 
Travel expenditures 
Interest and dividends 
Freight and shipping 
ther current receipts 


Total Credits 


eee sen ee mater 


Merchandise imports (adjusted) 

Travel expenditure 

Interest and dividends 

Freight and shipping 

Other current payments 

Payment to U.K. for military 
equipment and services 


Total Debits 


Net Balance on Current Account 


Adjustment to National 4ccounts: (2) 


Less: Immigrants capital and inheritances (credits) 

Adjusted total current credits 5578 Syues 

Less: Emigrants capital etc. (debits) : 9 90 

Adjusted total current debits | 5,415 5, 748 
H 


(1) Included in imports and other current payments in 1952, 


(2) Revised figures are used here but the preliminary gross totals 
have been retained in Table I. 


(3) Rounded to a $350 million deficit in Table I. 
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TABLE VII 
VALUE OF PRINCIPAL CANADIAN MERCHANDISE EXPORTS, 1952 AND 1953 


(nillions of dollars) 


—— 


Commodity Group 1952 pasta 
1. Farm Products 
> Fruits, vegetables and grains 905 
Cattle, pure bred and dairy cattle 15 
Live beef, and beef and veal LO 
Purs, dressed and undressed 26 
Eggs and dairy products 15 
Other 109 
Sub-total Lyaai 1,110 
¢e Fish Products Le 1.00 
ESL TES Bieaataeesd | 
Softwood lumber and square timber 260 | 255 
Pulpwood 65 59 
Woodpulp age 25 
Newsprint | 59h, 625 
Other 122 110 
lie Primary and Semi~Processed } Met, tals 
and Minerals 
Tron oré, primary and semi-finished steel 70 | 65 
Ferro-alloys 30 30 
Aluminum 162) | £75 
Copper 120 130 
Lead Me) 45 
Nickel 15 168 
Zine al 85 
Asbestos | 88 | 95 
Other an ut 
Sub-total | 911 | oho 
5. Chemicais(1) | 115 110 
6. Other Manufactured and Miscellaneous Goods 
Whiskey, Spirits and beer | 57 SS 
Rubber manufactures | 18 | 10 
Textiles (excluding raw wool) 30 25 
Farm implements and parts | 106 90 
Automobiles, trucks and parts Ii2 78 
Electrical equipment 3h Ke) 
Manufactured chemicals 8 8 
ships | | 
Other manufactured, including armaments | 2 
Sub-total 
e] Total Cash Exports of Canadian Produce 
Re-exports 


Gross Cash Exports 


(1) Does not include all chemicals. 
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TABLE VITI 


nr ate 


VALUE OF CANADIAN Y MERCHAND IS: » EXPORTS BY AUSAS, 1952 AND 1953 
(excluding re-exports and N.A.T.0. shipments) 


(millions of dollars) 


a a re en ne et re a ae ne on en te er nn ee 


{ ( 

2 | Actual Forecast 

| Area i ats 

Lp aG5e 1953 

ee 

: United States | 25307 | 2,350 | 

i | | | 

| United Kingdom Ths | 650 | 

| Rest of Sterling Area 285 300 

| | 

| 

| Western Europe | 1,80 385 

| Latin America 279 215 

| | | 
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TABLE 
VALUE OF PRINCIPAL IMPORTS FOR CONSUMPTION 1952 AND 1953 


(millions of dollars) 
[nance aan 


— 


os 


ces Forecast 
Commodity Group 1952 1953 
le Farm Products 
Fruits, vegetables and grain 200 205 
Sugar 65 60 
Tea, coffee, cocoa and spices 90 85 
Rubber, crude 29 25 
Raw wool 9 ho 
Other 80 75 
Sub-total 93 490 
Ce Textiles 
Cotton and products Lo 150 
Flax, hemp or jute eo ES) 
Wool products 53 65 
Other 105 | «105 
Sub-total 330 3L5 
3. Forest Products 
Manufactures of paper 
Other 
Sub-total 


4. Primary and Semi-Processed Metals 
and Minerals RnR fete eae 

Iron and primary and semi-finished steel 
Coal, coke and products 
Petroleum and products 
Clay and products 
Glass and products 
Other 


Sub-total 


Se Chemicals 


6. Other Manufactured and Miscellaneous Goods 
Beverages iy i 
Manufactures of rubber 
Leather and manufactures 
Fur and products 
Engines, boilers and parts 
Farm implements, machinery and parts 
Other machinery and parts 
Other iron and steel products 
Automobiles, trucks and parts 
Electrical equipment 

Other 


Sub-total 


Civilian Imports 


Direct defence imports 


cee se oS 


| Total Imports 4,031 125 
{ { | 
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TABLE X 
VALUE OF GAN 


Including Direct Defence 


IADIAN MERCHANDISE: 


IMPORTS 1 3 BY... AREAS He) 


ICS Imports 


1952 AND 1953 
(millions of dollars) 


United States 
United Kingdom 
test or Sterling 
Western Europe 
Latin #merica 


| 
: 


Other 


TOTAL 


ee ee 


Forecast 


1953 
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TABLE XI 


EMPLOYMENT, UNEMPLOYMENT AND THE LABOUR FORCE, 1952 AND 1953 


(thousands of persons) 


i 
| 
| 
Paid Workers: : | 
Farm | ig | 108 - 3 
Non-Farm | 3, 765 3,837 - ae 
Own Accounts and No Pays: | | 
Farm | 777 | 75 | - 4 
Non-Farm S21 530 Fy 2 
| : | | 
Total Employed | 5,17 a, ise 3B | 
{ | 
| Out of Work and Seeking Work 130 | W5 + 10 | 
| i | | 
Civilian Labour Force | 5, 30h ! 5,365 oe 
j 1 , 
Armed Services oF | + 13 
| came ten | 
| otal Labour Force 501 : Ge ie) a | 
: | 
i ' 


(1) Average of four surveys in 1952, These figures are now being 
revised on the basis of new age and sex distributions obtained 
from the 1951 Census, the revision amounting to slightly more 
than one per cent of the sample population. 
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Review of 1952 


The year 1952 was marked by a further substantial increase 
in the volume of output, but the price increaseSwhich had reflected the 
general inflationary pressures during the earlier post-war years were 
now reversed, The main factors contributing to these price changes at 
a time when production and demand factors remained strong will be 
briefly reviewed here, and covered more fully in the relevant later 
parts of the text, for the changes in prices and incomes of particular 
economic sectors play an important role in the outlook for the balance 
of 19>)5 

During 1952, the demand on the Canadian economy from 
defence, investment and exports continued to provide significant 
expansive elements, Federal defence expenditures increased by roughly 
one half in volume over the 1951 level,. while merchandise exports 
increased by 12 per cent in volume, Investment in durable physical 
assets also increased, with the most of the increases taking place 
in resource development and defence supporting projects. Thus, 1952 
saw a continuation of the shift of resources into these sectors, a 
development which was initiated in the latter part of 1950 and has 
been one of the basic influences in the demand pattern since that time. 

Changes in holdings of business inventories have played 
a rather erratic role in the last two and half years in the overall 
demand picture, and in the financial requirements of the business 
community. In the fifteen month period after the middle of 1950, the book 
value of business inventories increased more than $2 billion dollars, 
or nearly 10 per cent of the Gross National Product at that time. 

This period reflected an expectation of shortages and price increases, 
and resulting inventory build-up further contributed to the demand 
pressures then prevailinge In 1952, however, a small decrease occurred 


in the value of inventories held by business units, This change from 
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a substantial increase in 1951 to a small decline in 1952 released 
some of the physical resources necessary for the expansion in other 
demand factors last year and contributed substantially to the easing 
in pressure on prices from the demand side, 

Immediately after the Korean war, rapid changes took 
place in the strength of consumer demand, These buying sprees and the 
reactions to them were associated with erratic movements in the propor-= 
tions of income saved from quarter to quarter, Since the middle of 1951 
any changes in the Savings ratio have been more moderate and personal 
Savings in total for 1952 were about the same as in the previous year. 
Under these circumstances, the increase of 6 per cent in the volume of 
consumer expenditure in 1952 must be explained largely by factors other 
than changes in the spendings - savings pattern. In terms of 1951 
prices this increase in consumer outlays amounted to roughly $3/) billion, 
a larger increase in a single year than has occurred in any of the last 
25 years except for the immediate post-war transition. The underlying 
factors in this development lay in an unusual combination of circumstances 
in the field of incomes and prices, 

International commodity prices continued to decline in 
1952, with some diversity in movement contributing to a relatively 
greater decline for the year as a whole in those commodities which 
Canada imports, The appreciation of the Canadian dollar contributed 
further to the declines in import prices, Domesticaliy, agricultural 
products declined in price, particularly meat prices, and declines in 
the consumer price index resultede In the industrial sector, wage rates 
continued their upward movement, but at a slower rate, and some narrowing 
in corporate profit ratios occurred, These factors resulted in an increase 
in real earnings of the urban industrial worker and provided a significant 
impetus to the increase in consumer expenditures and housing starts in 


the last half of the year, 
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The tempo of activity was by no means uniform during 1952, In the 
early months of the year softness was present in certain industrial sectors, 
including textiles and clothing, consumer durables and residential construction, 
and the index of industrial activity ran below the peak months of 1951 until 
late spring. By fall, the disparity in activity between industries had largely 
disappeared and in December the index of industrial activity was 11 per cent 
above the previous year, Except for some unemployment in logging areas in Quebec 
and the Maritimes, the economic picture was very strong. This strengthening in 
the picture in the last half of 1952 together with record grain crops brought 
the increase in the volume of total output for the year as a whole to 6 per cent, 
roughly the same as took place from 1950 to 1951 when inflationary pressures were 
much stronger, Incidentaliy, Canada was the only country in the Western World 


whose rate of increase in output from 1950 to 1951 was continued during 1952, 


The Outlook in the United States 

The economic outlook in the United States is complicated by the 
necessity to distinguish between a strong picture for the immediate future and 
the possibility of a softening in demand in the next few years, There have of 
course always been some observers during the postewar years who anticipated a 
recession a year or two in the future, The basis for this type of concern at 
the present time lies in the fact that the defence programme has already ceased to 
provide the expansive ace that it had earlier, and will henceforth only 
provide a sustaining element unless further deterioration in international rela- 
tions were to occur, Similarly, private investment has less of a dynamic element 
and is more likely to contract somewhat in the next two years. Some expansion will 
probably take place in state and local investment in roads, hospitals and other 
community services, particularly if some of the financial problems can continue 
to be overcome. However, if the potentially larger supply of goods and services 
arising from an increase in the labour force and higher productivity is to be 
taken up, a larger share of output (both absolutely and in relation to total 


production) must be absorbed in increased consumer expenditure, (1) Although 


(1) For a fuller discussion of the factors affecting the probable level of 
economic activity in 195), and 1955 see the U.S. Department of Commerce 
Study Markets After the Defence Expansion, Although prepared in a short 
period of time this study provides a realistic assessment of the main 
aspects of the probleme 
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important sustaining and supporting elements will still be present, the financial 
press and business community tend to feel that it cannot necessarily be assumed 
that new influences will come forth to replace those ebbing in strength as has 
taken place during most of the last ten or fifteen years there, It is probable 
that any readjustments at that time are more likely to be moderate, perhaps like 
the 1949 recession, rather than of a more serious nature. Discussion of this 
whole problem is naturally still preliminary and tentative, however, in spite of 
its importance, 

Turning to 1953, the picture looks fairly strong for the year as a 
whole, It now appears that defence expenditures are either at or close to their 
peak rate, on the basis of present thinking, which involves a lower peak level 
than previous official planning, On the business side, the high volume of non- 
defence demands has encouraged some concentration on the civilian side in product- 
ione No strong resistance to this tendency has appeared among procurement autho- 
rities, partly because the danger of a general war appears less imminent, and the 
lessening in the sense of urgency has permitted further improvement in designs 
and specifications, Some shift in emphasis from the needs for clothing, personal 
equipment and mass production of aircraft and weapons to an expansion in the 
mobilization base for the production of more advanced designs has taken place, 

At the end of the current fiscal year (June 30) unspent appropriations will 

exceed $60 billion and new appropriations requested by Defence Secretary Wilson 
Will bring the total appropriations available at the beginning of the new fiscal 
year to almost $100 billion. Orders already placed for future delivery of 

defence materials are substantial , (particularly for hard goods) and any reduc- 
tions in deliveries of such materials would probably increase the cost of deliveries 
per unit. In addition, almost half of the defence budget is for current operating 
costs and administrative expenses, Under these circumstances, the scope for 
actual reductions in defence expenditures in the short run appears slight. 
However, it now appears that the shift of resources towards defence use is now 
completed, and a level of defence expenditures slightly higher than $50 billion 
seems likely for the calendar year 19535 which is not much above the rate reached 
in the second quarter of 1952, 

The volume of investment in 1953 will likely be roughly the same as 
last year, with decreases in some sectors of manufacturing being offset by increa- 
ses in trade and services, while investment in transportation, utilities and 


some other fields will remain unchanged, Housing starts are currently above the 
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levels of a year ago and the increase in the interest rate on mortgages under 
both the Federal Housing Act and the housing arrangements for veterans suggests 
that a high level of residential construction will again take place, 

Consumer expenditure appears to be strong and a moderate increase is 
likely in 1953. Consumer expenditure has been held back in recent years by the 
pressure of competing demands. A further special feature in 1952 was the steel 
strike which limited the production of consumer durables for part of the year, 
Actually, for the first three quarters of 1952 the volume of consumer expenditures 
was below the 1950 peak at about the levels reached in the last half of 1951. 

A significant recovery occurred in the fourth quarter of 1952 and a continuation 
of expenditures at this higher rate is likely for most of 1953. Consumer saving 
stayed at high levels, with increases in consumer credit being offset by higher 
Savings in liquid forms. Preliminary indications from the survey of consumer 
finances reflect a confident attitude among individuals of their financial posi- 
tion, and show that plans to purchase major household goods are numerouse Even 
with this fairly good prospect for sales of durable for the year as a whole, 
better steel supply makes the productive potential even higher and an increasingly 
competitive market is already developing. Car manufacturers are aiming at high 
production levels and a narrowing in profit margins for their retail dealers is 
to be expected. An increase in consumer credit roughly as large as took place 
last year is quire likely to occur under these circumstances, 

The very good current levels of all indicators of activity in the 
United States should be borne in mind in appraising the outlook. The index of 
industrial production recovered quickly after the low levels associated with the 
steel strike and reached a new post-war peak in the first quarter of 1953. Since 
early 1951, unemployment has been at postewar low levels with the estimates being 
at new seasonal lows each month in all but four months in the last two years, and 
two of these were associated with the steel strike, From this extremely favour- 
able picture, some transition to easier demand conditions within the next year or 
two seems likely, but how and when the adjustments may take place may turn on 
temporary and short-run considerations and the attitude of businessmen to the 
outlook, if business firms let inventories accumulate unduly, or get over- 
extended with consumer credit some shock to business confidence could cause a 
quick reaction, On the other hand, if the possibility of a recession is widely 
apprecieted and if business units act accordingly by keeping inventories and 


expenses under control, an adjustment to a somewhat less buoyant tempo of activity 
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could occur slowly and gradually. In the light of the low level of unemployment 
and the good levels of demand currently prevailing it seems likely that enough 
momentum is present to provide a good picture for the year as a whole. Although 
some concern was expressed about the increase in business inventories in the 
fourth quarter of 1952,this has now become more moderate and inventory expansion 


appears to be playing only a modest role in the current demand picture. 


Government Expenditure on Goods and Services 
Turning to the Canadian scene, the major expansive element in the 

defence programme in the last few years has been the rising level of outlays for 
new construction, equipment and other supplies, However, it is likely that pro- 
curement expenditures will only be moderately higher in calendar 1953 than in 1952. 
The relative importance of different items has been changing as the programme 
continues, Initially, the importance of military requirements of clothing, boots 
and shoes led to large expenditures on "soft goods" in which early deliveries 
could be made, Singificant declines are now expected in net expenditures in this 
field, Favourable weather permitted earlier completion of some of the defence 
construction projects than previously anticipated and a significant decline from 
last year's expenditures is indicated. Capital assistance is also expected to 
decline, now that the major capital facilities have been completed. A large part 
of the programme remaining is for such items as aircraft, electronic equipment 
and ships which require a longer period of developmental work and in many cases 
special facilities and machine tools, In this category of hard goods, the time 
lag between the placing of contracts and delivery of the finished product is sube 
stantial and many administrative and technical engineering problems must be met 
before large scale production can be obtained, For 1953, expenditures on aircraft 
shipbuilding, ammunition and clectronics are expected to increase quite substant-~ 
ially, but these will roughly offset the declines in the other categories, 
Defence procurement is an important part of total defence spending, amounting to 
about 60 per cent of defence expenditures (as used in the national accounts). 

A modest increase in various operating expenses is expected in such categories 

as military pay and allowances and other administrative costs, In total, defence 
expenditures are assumed to be $2.0 billion in 1953 which is a moderate change 
compared to the increase of almost $600 million or nearly 60 per cent from 1951 


to 1952. 
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In these circumstances, defence will require only a slightly larger 
proportion of total output than last year, when defence expenditures were roughly 
8 per cent of Gross National Product. The economic effect of the programmes appears 
to be changing from an expansive element requiring a larger share of total output 
and resulting resource shifting to a sustaining influence of some importance. 

Since April 1950, the cumulative value of defence orders (excluding stockpiling 

and capital assistance) amounted to roughly $3.5 billion, while defence expenditures 
for the same categories totalled $2,0 billion and it is expected that new contract 
demands from National Defence will be received early in the current fiscal year, 
Any resulting new contracts together with those already outstanding provide for 

a level of defence expenditures for some years ahead not too different from this 
year's probable level, The supporting influence of this programme is even greater 
domestically, as outstanding orders by the U.S. government here now exceed Canadian 
orders there by roughly $150 million and domestic producers are providing a larger 
share of direct defence needs, The net deficit on purchases of military goods in 
the United States of the past will thus change to a surplus in its influence on 

the overall merchandise balance, 

Provincial and municipal expenditures will provide the only source of 
increase in non-defence expenditures on goods and services, Some increases in 
Salaries are expected to take place, but no large change is likely in other items 
of current expenditure, A further increase in capital expenditures can be expected 
at the provincial level. At the municipal level, the increase in residential 
construction will encourage related services such as sewers, roads and schools, 

In addition, the development of suburban shopping center areas may involve 
municipal expenditures in certain cases, No changes in federal expenditures in 


the non-defence sector have been provided for, however, 


Gross Domestic Investment 

The survey of business intentions for 1953 shows a further increase 
can be expected in business investment this year. In 1951 and 1952 investment 
was marked by an expansion in the fields associated with resource development 
and the defence supporting industries, while sectors such as housing, trade and 
services and some civilian manufacturing groups experienced significant declines, 
In 1953 investment in utilities, mining and resource development projects will 
continue to be important elements, but declines are antioipated in such industries 


as pulp and paper, primary iron and steel and industrial chemicals, New elements 
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of strength will come from fields which have been held back over the last couple 
of years, This change has been facilitated by the relaxation of the controls 
on steel use and the dropping of the deferred depreciation provisions. 

In the field of residential construction, housing starts fell off in 
the spring months of 1951 and remained low until late spring of 1952, In the 
twelve months ending May 1952, starts totalled 63 thousands compared to a record 
92.5 thousand in the calendar year 1950, <A recovery in the number of starts then 
appeared, however, and favourable weather conditions permitted a record number of 
Starts to be made in the last quarter of the year, This contributed to a sub- 
stantial carryover of homes under construction into 1953. In addition, the good 
levels of employment and increases in real income are providing the basis of a 
continued high level of starts in 1953, Because of the low level of starts in 
the first half of last year, substantial increases in the corresponding period 
this year can be anticipated. The supply of mortgage funds and the availability 
of serviced land is not likely to be any more of a limiting factor than it was 
last year and all construction materials are in good supply. In the light of 
these considerations, a slightly higher estimate for residential construction is 
included in Table 1 than was envisaged at the start of the year. 

Inventories are a volatile element in the economic situation. 
Significant increases in business inventories occurred in both 1950 and 1951, 
which contributed in an important degree to the demand pressures prevailing then. 
However, the resulting higher value of inventories did not appear to be out of 
line with the higher level of output and prices except for certain particular 
sectors such as clothing and textiles, During 1952 these special groups were 
worked down to a substantial extent, particularly clothing at both the manufactur- 
ing and retail levele Only small changes occurred in other groups for the year 
as a whole but increases took place in certain steel using groups in the last 
few months of the year after U.S. shipments recovered, Since then only a small 
increase in inventories appears to have taken place, Current inventory levels 
are probably low compared to the present rates of output and sales and this may 
encourage larger orderings and an inventory build-up for the year as a whole, 
However, a caution about the longer-term outlook and probable financial problems 
in coping with any large increase are likely to keep the increase to moderate 
proportions, The percentage increase in business inventories allowed for is 


roughly equal to the increase in physical outpute Current grain inventories are 
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high, and on the basis of present crop expectations and market prospects a 
decline in these inventories (particularly the amounts held on farms) can be 


expected, No large changes in livestock on farms are likely. 


Consumer Expenditure 

In the current economic situation, the significant strength in 
consumer expenditure is providing the most important expansionary element of 
demand in the Canadian economye As consumer expenditures take up about half of 
the final goods and services available in the Canadian market, the buoyancy here 
is of special importance. Because of these factors, some discussion of the post~ 
war changes in the volume of consumer expenditures seems desirable, 

In the transitional years from 19:5 to 19,7 consumer expenditures 
expanded significantly to meet the deferred demands built up during the war, and 
the needs associated with the re-establishment of servicemen and other to more 
normal housing and living conditions, These expenditures were supported by high 
employment levels, good levels of personal income and substantial holdings of 
cash and government bonds. Under these circumstances, the unit volume of consumer 
expenditures on a per capita basis reached an all time high. From 197 to 1951, 
the pattern changed somewhat, however, In this period, domestic investment became 
a more significant expansive element and took a larger share of total output almost 
each year, and in 1951 defence expenditures also began to expand. This led to a 
gradual shift of resources away from consumer use, and this was reflected in the 
changing pattern of incomes and prices, Personal income bagan to become a smaller 
proportion of total income, as corporate income and depreciation allowances tended 
to expand, and after 1950 federal taxation also began to take a larger share of 
income. The post-war period was also marked by a general increase in prices, re= 
flecting the general world pattern, which reduced the purchasing power of liquid 
assets held by consumers. These factors tended to "squeeze" the consumer (although 
the pattern was naturally not uniform for all groups in the community) and a 
fairly steady decline in the volume of expenditure on a per capita basis developed. 
From 196 to 1951 this decline amounted to more than 5 per cent, and in the latter 
year consumer expenditure took the smallest share of total output for any peace= 
time year since 1926, 

During the period 1916 to 1951, the changes in volume were not uniform 
by commodity groupe. In the early post-war years purchases of consumer durables 
were limited by supply considerations, but as these were overcome, durables took 


a larger share of expenditure volume, both in proportion and on a per capita basis 
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up to 1950, On the other hand, perishables declined quite significantly. Tobacco 
and alcoholic beverages, in particular, declined substantially relative to the 
number of persons over 2], reflecting to some extent the expected behaviour of 
luxury items in a period when consumers were "squeezed", Even the volume of 

food expenditure declined on a per capita basis, amounting to more than 10 per 
cent from 19:6 to 1951. This same pattern is reflected in most particular items 
of food for which data is available both in Canada and the United States, This 
development appears to be related to the more rapid increase in food prices than 
other prices or incomes, with the value of expenditures on food remaining a fairly 
stable proportion of the total, Semi-durables also declined, with the volume of 
clothing purchases dropping more than a fifth on a per capita basis, Personal 
inventories were undoubtedly low at the end of the war and their replenishment 
was rapid, but the general price increases in clothing relative to other goods 
were undoubtedly a factor in depressing clothing sales thereafter, Expenditures 
on services appeared to be a fairly stable proportion of the total volume, [In 
summary, the expansion in the expenditures on durables until 1950 was insufficient 
to offset the significant declines in the large categories of food, clothing, 
alcohol and tobacco on a per capita basis. 

During 1952, a change in the factors affecting consumer expenditure 
began to appear, After a slow start in the early months, a fairly general increase 
in the volume of retail sales began to appear and for the last half of 1952 the 
volume of consumer expenditure ran 9 or 10 per cent above the same period of 1951, 
which had reflected considerable caution on the part of consumers, The timing of 
the upsurge in purchases of consumer durables is related to the reductions in 
indirect taxes on this group and the dropping of all controls on consumer credite 
In general it is rather striking how pervasive the volume increases were, 
occurring in all store types and product groups. This development has not drawn 
much discussion or comment, partly because value data has usually been used, in 
which the increases appear moderate compared to the increases abtained when infla- 
tionary conditions prevailed. However, the change in direction of price movements 
in this group makes the use of volume data of particular importance, These changes 
can be seen in Chart IA, where constant dollar sales for all retail trade groups 
are shown by months, It should be borne in mind that this increased volume of 
consumer expenditures was not based in any substantial degree on a change in the 
savings ratio, Personal savings were 10 per cent of disposable income in 1952 


compared with 11 per cent in 1951, and if saving in the form of farm inventories 


oe nN) vy 


aos 8 bain 


a! a A 


fone ef hi nf oe he 


ins 


y q my , 
ae Pants Raid oetic 
ABbjurehe? bd BANS that a 


tb 
ak dba 


oe eh 
Ly i Wi 


r { ne iy 
tM ow i a 
Te 
ie t 
uray 


if 
ats ail 
pil ini te ‘ a 


t baa Cae te ee Cie de 
i “gota Se Rs" Hie? wh Row , ‘a, ie ] sie htt at ok elie baa. 
bY mh Wael Mn ( } te ’ ihe 
th sinks 


ab a nie tid Sort Milam 9 yee i ia ni i *ofe by ‘erm 
abt ’ 


a 


9 oa te os en 2 Kt) i . * i | } - iy cae a 


bi 


ot lek fie tr te a oki 


a Mae z ite ie 


ae 


‘ 


oa 


is excluded the ratios in the two years are almost identical. A more important 
factor was the growth in purchasing power, particularly in the wage group, as 
will be discussed more fully below. This is quite a different basis for high 
consumer expenditure than was present in the last half of 1950 and early 1951, 
when psychological factors encouraged a buying spree and erratic fluctuations in 
the savings ratio resulted, Even with the strength in consumer expenditure in the 
last half of 1952, the increase for the year as a whole was no greater than the 
increase in total output, and the volume of expenditure on a per capita basis was 
still below the 197 peak. 

Turning to 1953, the underlying factors are such that a further 
increase in the volume of consumer expenditure on a per capita basis can be anti-~ 
cipated, Money incomes are expected to continue to increase, particularly in the 
wage earner group. At the same time, rough stability is expected in consumer 
prices, with prices of food and clothing still favourable for very high sales in 
these key groups. The general pattern of expenditure can be seen in Table IV, 
where the extent of the volume increase anticipated is of particular importance, 
In perishable goods, a further increase in expenditure on food is provided, 
continuing the pattern initiated about the middle of last year, This seems 
reasonable also on the supply side, with larger supplies available of such 
important products as beef, fish and dairy products, Quite striking increases in 
purchases of tobacco and alcoholic beverages also appeared in 1952 and with lower 
prices on cigarettes, a very good level of sales in these categories is likely. 
The lower level of clothing prices has encouraged a high level of sales since 
last spring and the unit volume of sales increased over the very low levels of 
1951, even though the mild winter limited purchases of the heavier items. A 
further increase in per capita expenditures on a volume basis is provided for, 
but this would only bring the level up to the purchases in 199 and still Sues 
stantially below the post-war peake In the durable group, most of the expansion 
shown is based on an anticipated very significant expansion in the sale of 
television sets, which only became an important element in sales in the last half 
of 1952. Factors affecting sales of cars, one of the important elements, are 
rather conflicting. Higher real incomes, lower average car prices and continued 
availability of good credit terms have been favourable factors contributing to 
large numbers of car sales since last spring. However, compared to the same period 
last year these factors will be less of a stimulating factor as the year progresses, 
and it would appear difficult to exceed the large number sold since the spring of 


last year by any large margin as these sales probably were based to some extent 
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on demand backlogs, In the light of these conflicting influences, a tentative 
allowance of a 2 per cent increase in number of car sales is included in the 
estimates in Table IV, In the household durables field, increases in the newer 
items such as electric dishwashers, driers and automatic washing machines may not 
be quite sufficient to offset the expected declines in stoves, refrigerators and 
other products, Increases in rents and prices of services, together with a further 
increase in volume is expected in the large services groupe 

The timing of these increases is not expected to be uniform over the 
year, however, Consumer expenditures were quite low in the first quarter of 1952, 
but picked up thereafter so that early indications for 1953 are showing quite 
substantial increases in volume over a year agog However, this rate of increase 
can not be expected to continue to be as large as this for the year as a whole 
partly because of the sheer physical difficulty of exceeding the very high levels 
reached in the last half of last year, In addition, it is also likely that the 
rate of increase in real income in the labour group is likely to level off as the 
year progresses, It is possible that theeffects of the increase in real income 
already attained may continue to be felt in buoyant consumer expenditure for some 
time in the future, but this cannot be counted on, The extent of the change has 
been so great that the magnitude of all such ramifications cannot be fully assessed 
at this stage, but there is a possibility that the volume increase provided for in 


Table IV is still insufficient. 


International Commodity Price Changes 

Movements in international commodity prices have been quite striking 
in the last two and a half years, and these developments have had an important 
influence on Canadats balance of trade and domestic price movements, As back- 
ground for the 1953 outlook on foreign trade and prices, some discussion of these 
changes may be helpful. 

The outbreak of the Korean war had an immediate impact on certain 
industrial raw materials, as it raised doubts as to the future availability of 
certain products from South East Asia and Australia. This encouraged commercial 
users to attempt to buy ahead of current needs to build up inventories, At the 
sane time, some governments began to build up stock-piles of those items which they 
classed as strategic materials, These abnormally swollen demands had an immediate 
impact on prices, as the supply of many of these products could not be increased 
appreciably in so short a time, The most striking increases occurred in natural 


rubber, wool (greasy), tin and jute. The average prices of these products in 1951 
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were 150 per cent, 100 per cent, 80 per cent and 60 per cent respectively over 
the average price in the first half of 1950, and for the early months of 1951 
the increases were substantially greater than these, However, in the early 
months of 1951 the earlier war fears began to subside. American stockpiling, 
which was more extensive than that of other countries and tended to set the pace 
for stockpiling operations of the rest of the world, began to shift the emphasis 
of stockpiling operations from immediate and short-term operations to long-term 
contracting. The imposition of official controls on price and use in some coun- 
tries and the initiation of international collaboration also operated to remove 
the excessive pressure from prices, These developments combined to initiate a 
major reaction in prices of these products in the first quarter of 1951, which 
have continued intermittently downward throughout 1951 and 1952, By late 1952 
rubber, burlap and jute were below their pre-Korea levels, and wool was close 

to the level of three years earlier, 

The defence build-up commencing in NATO countries in late 1950 has 
had a longer lasting impact on most metals. These programmes have added defence 
demands to those already present during the whole post-war period for capital 
investment and consumer durables, Price increases in metals occurred more slowly 
than for those products mentioned earlier and they did not go up as much, The 
price of lead declined in the spring of 1952 and zinc in the summer, but demand 
has been good at the lower prices, The price of copper has been firm but with 
larger supplies of aluminum in sight the price of copper may decrease in the 
longer run, With increased steel capacity in Canada and the United States high 
priced European steels have become a negligible factor in the supply in North 
America, Lead, zinc and tin ore metals are now selling below their levels of 
early 1950, but it should not be forgotten that the Korean war reversed an earlier 
sliding tendency in these products. 

The influence of post-Korean developments on the prices of many other 
products, such as foodstuffs, has been less spectacular although the general high 
level of activity has provided a continuing firm demand. Changes in prices and 
the pattern of international trade has been influenced more by changes in the 
supplies of particular products. Where such developments are relevant for the 


Canadian economic outlook, they will be dealt with in later parts of this report. 


Developments in Canadian Trade During 1952 
These changes in international commodity prices had an impcrtant in- 


fluence on Canada's balance of trade during 1952. Follawing the outbreak of the 
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war in Korea, prices of items imported into Canada rose very steeply into the 
middie of 1951, while export prices moved upward at a slower rate. Some dete- 
rioration resulted in the terms of trade (which measures the import-purchasing 
power of a unit of Canadian exports). However, the pronounced declines in prices 
of many imported items began to appear in the index of import prices in the 
summer of 1951 and a very striking improvement in the terms of trade began to 
appear, aS can be seen in Chart II, The improvement in the terms of trade con- 
tinued until August 1952, by which time the change in the terms of trade amounted 
to 20 per cent in the relatively short space of time of fifteen months from the 
low point reached in May 1951. A change as important as this in only a little 
over a year is very unusual and this has played a very significant part in the 
improvement in the balance of payments in 1952, 

Another important development during 1952 was the very high level of 
exports of wheat and other grains, During the past year, Argentina has had to 
import wheat for the first time in its history, and Australia was not able to fill 
its I.W.A. exvort quota, The traditional grain importing countries have had to 
rely on North American supplies to an unusual extent, However, most of the grain 
supplies have been in interior positions and transportation bottlenecks have 
limited the supplies in seaboard positions, These factors have contributed to a 
firmness in prices in spite of the large carryovers available and exports of 
Canadian wheat and other grains have been unusually high. In fact, the increase 
in export value of wheat and other grains over 1951 will amount to something over 
70 per cent of the increase in total exports. 

These two developments have played an important role in two other 
aspects of the trade and balance of payments picture during 1952 - one the exchange 
rate for the Canadian dollar and second the balance of payments pattern on a 
country and currency area basis. 

The high level of grain exports and the striking improvement of the 
terms of trade have expanded the demand for Canadian dollars for purposes of 
commodity trade more than the supply (in spite of a high volume of imports 
throughout the year). At the same time, new issues of securities abroad have 
continued to exceed retirements, and direct investment in branch plants has 
continued at high levels. With a free exchange rate, these factors contributed 
to an appreciation of the Canadian dollar in terms of foreign currencies and 
permitted small increases in exchange reserves as well, For 1952 as a whole, 


the appreciation amounted to about 7 per cent over 1951, and from June 1951 to 
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September 1952 a month by month increase occurred which totalled 9 per cent over 
that 15 month period, This change undoubtedly played a part in influencing the 
Size and direction of short-term capital movements, and a net outflow occurred 
in a variety of forms, 

The increase in exports of grain has played a large part in the larger 
exports and favourable trade balance to continental Burope and the Far East, 
Canada has been supplying grain to Europe and the Near East which have been tra- 
ditional markets for Argentina and Australia, and barley has become an important 
export to the Far East for processing for food to partially offset the shortage 
of rice. This development has resulted in a wider distribution in the country 
pattern of exports, The declines in import prices of products from the sterling 
area (ex United Kingdom) has contributed to a change from an import surplus to 
an export surplus with this part of the Sterling Area, Exports to the United 
Kingdom increased during 1952 while imports decreased, but the net balance was 
smaller than for all other post-war years except 1950 and 1951. In trade with 
the United States, declines in exports of meat products and wood products were 
roughly offset by general increases elsewhere. For most of 1952, the value of 
imports from the United States was roughly the same as in 1951, in contrast to 
the declines which took place in imports from most other countries, Beginning in 
September, however, imports from the United States began to increase in value 
above the same months of 1951, and the increase in volume is quite significant. 
This will result in the largest negative balance with the United States since 
1917. Thus the traditional bilateral disequilibrium of our trade with the main 
areas of the world has again become fairly pronounced, From 19:7 to 1950 this 
bilateral disequilibrium narrowed considerably, but this process was sharply 
reversed in 1951 and this widening in size of trade balances with the principal 


countries and trading areas continued during 1952, 


Prospects for 1953 

The general economic outlook in the most important trading areas 
suggests that the volume of Canadian trade will continue to be fairly good in 
generale AS dealt with previously, the economic outlook in the United States 
is good for the year as a wholee With the level of American exports expected to 
be down in 1953 and a continued high level of imports to meet the high level of 
their domestic demand, current foreign earnings of dollars are expected to improve 
further, This development has already led to an improved currency position for 


many non-dollar areas, At present these countries are increasing their exchange 
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reserves rather than showing any tendency to relax their quantitative limitations 
on imports. 

In spite of these favourable conditions in most of the countries 
purchasing from Canada, some special factors in certain wis quoanthes are likely 
to pull the export total below the 1952 record both in volume and price, The 
extremely favourable factors in the export of wheat and grain played an important 
part in the high export totals for 1952. The short crops in Argentina and 
Australia in the previous crop year contributed to this. Current estimates of 
the wheat available for export and carryover in the four major exporting countries 
at the end of their crop years indicate an increase of 7 per cent compared with 
last year, and present Canadian grain inventories are exceeded only by the 193 
record. Recently, importing countries have not been making forward orders for 
Canadian wheat as in previous years, put sales are expected to continue high for 
the balance of the crop year. For the latter part of the year, however, the out- 
look is more uncertain. Argentina is likely to become a major competitor on the 
world market for the first time since 199, and the improved world supply position 
may begin to influence prices, Furthermore a decline in exports to the United 
Kingdom in the last half of 1953 is a distinct possibility. Under these circums- 
tances, some decrease in wheat exports has been allowed for the last half of the 
year below the high levels reached in the comparable period in 1952, and similar 
provisions have been made in exports of coarse grains. 

Partly offsetting this decrease in grains is an increase in beef 
and cattle exports to the United States, However, the total increase in meat 
exports is expected to be moderate, partly because of the special shipments of 
beef to the U.K. jast year, and partly because the decline in beef prices in the 
United States has cut the returns in that market substantially from the amounts 
received 18 months ago when the last substantial export shipments took place, 

In most other commodities, anticipated changes are not large and the 
increases and decreases will be largely offsetting in totale Small decreases 
are expected in fish and fish products, lumber products, lead and zinc, and auto- 
mobiles and farm implements in the manufactured groupe Import restrictions, great- 
er foreign competition and price declines contribute to these changes in varying 
degrees. On the other hand, increased export values are likely for newsprint, 
aluminum, nickel and coppere 

The high levels of domestic demand anticipated suggest a continuation 
of the high volume of imports which has been such a striking development since 


last autumn, In value terms, imports in the last quarter of 1952 were up 15 per 
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cent over the same period the year before, and when allowance is made for lower 
import prices unit volume was up by 30 per cent, Although such special influences 
as the recovery in ore and steel shipments after the strike settlement, the mild 
weather and longer shipping season contributed to this high volume, the underlying 
economic factors have been the high domestic incomes and the declines in the prices 
of imported relative to domestically produced items, These factors will continue 
to operate in 1953, particularly in the early months. In general, the volume 
increases anticipated will probably be concentrated for the most part in consumer 
goods, In textiles and clothing, inventories were generally being worked down to 
lower levels in 1952, and this was reflected in a lower volume of imports in the 
first half of the year particularly. With another good year of clothing sales 
expected, a higher volume of imports is allowed for. This higher volume of imports 
is partly developing from more competitive prices for certain foreign products. 
An increase in the importance of imported to domestic items may develop as changes 
in supplying channels gradually take place. The better availability of goods from 
foreign sources, Germany and Japan being the more striking illustrations, will 
assist this tendency, On the other hand, with the growth in domestic productive 
capacity, imports of materials such as steel, oil, coal and some chemicals will 
tend to level off and possibly decline in 1953, 

With respect to the trend of export and import prices in 1953, no 
major change in either group seems in sight at the present time. For 1953 as a 
whole, however, the unit value indexes for both exports and imports are expected 
to average lower than in 1952, It seems likely that the softness in international 
commodity prices will continue in spite of high levels of industrial activity, and 
the estimates of Canadian export and import price indexes for December were al- 
ready slightly below the 1952 average. Any tendency for the Canadian dollar to 
revert to equality with the U.S. dollar would, however, partly offset the extent 
of such declines in prices, The decline in export values then, is composed of a 
decline both in price and volume, but the increase in the volume of imports is 
more than sufficient to offset the decline in import prices allowed for, The 
net effect of these developments anticipated would be to leave a rough balance 
on merchandise account, compared to a surplus of over $00 million in 1952, 

A larger deficit in non-merchandise items is expected in 1952. High 
domestic incomes and a further increase in the number of cars will contribute to 
larger tourist expenditures in the United States, and the Coronation will encourage 


larger expenditures in the U.K. Increased payments will also be required for 
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expenditures associated with increased Canadian forces stationed in Europe. 
Higher interest and dividend payments abroad have been allowed for, partly 
because of increased payments on retent security issues. On the other hand, 
receipts on non-merchandise items are expected to increase by a smaller amount 
than corresponding payments. In total the balance of payments deficit may amount 
to something in the order of 300 million, compared to a surplus of $150 million 
in 1952. 

During 1952, the geographic distribution of the balance of payments 
on current account was marked by a rather striking increase in receipts from all 
overseas areas, while only a moderate decrease occurred in the deficit with the 
United States, Most of this increase in the favourable balance with overseas . 
countries was based on the expansion in merchandise exports dealt with earlier. 
For 1953, however, it is quite possible that the net favourable balance on current 
account with overseas countries may only be one half of the $1.0 billion surplus 
of 1952, Merchandise exports to non-U.S. markets are expected to be down by rough- 
ly 10 per cent (in spite of the improvement in the currency picture in Europe 
generally), while imports are expected to increase, Small increases in both 
merchandise exports and imports to the United States are expected to be roughly 
offsetting, leaving the balance of payments with that country in roughly the same 


large deficit position of 1951 and 1952, 


Factors in Price Changes 

Two factors have played a very important role in the movement of 
Canadian price indexes during 1952 - the changes in international commodity prices 
and the exchange rate, and the declines in meat prices during the year, The 
decline in commodity prices in world markets since early 1951 have been dealt 
with above and these decreases have been further accentuated in the case of Canada 
by the change in the exchange rate, When prices of imported products are qioted 
in foreign currencies (which is almost universally the case), an appreciation of 
the exchange rate reduces the cost of the product in Canadian currency. The 
change in the exchange rate thus shows up in the import price index, after some 
lag depending on shipping times and other factors, Similarly, when prices of 
exports are quoted in foreign currencies (such as I.W.A. wheat and many other 
exports) the appreciation of the dollar has tended to reduce the return domestic- 
allye 

Special developments in meat prices have also had an important influen- 


ce on general price levels. After reaching a peak during the later war years, the 
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number of livestock on farms in North America began to decrease. In Canada the 
number of hogs decreased to 19)8, while cattle and calves continued down to 1950. 
At the same time, meat prices increased fairly steadily from 1945 to 1951 and 
this gradually encouraged a renewed expansion in meat supplies. Hogs reached a 
peak in price in July 1951 (38.6 cents a pound in Toronto) and decreased as fall 
Slaughterings increased, A support price of 26 cents a pound dressed weight was 
introduced in February 1952 and this was reduced to 23 cents effective the first 
of this year, Beef prices reached maximum levels in the last half of 1951, but 
decreased rapidly in the early months of 1952, The U.S. import restrictions after 
the outbreak of foot-and-mouth disease created a serious marketing problem and a 
floor price was introduced to prevent a more serious decline in income to the 
farmers. However, the price of steers in Toronto still declined by roughly one- 
third from early January to November 1952, 

The result of these influences can be seen in the declines in the 
wholesale price index and its components shown in Table XII. However, the decrea- 
ses in the consumer price index have not been nearly as large as might be expected 
from the decreases in wholesale prices. One possibility is that prices at the 
retail level only react with a lag, and all the readjustments have not yet worked 
through to the retail level. If this were so, some widening of profit margins in 
the processing and distributive trades should have occurred. However, the 
available data on corporate profits suggest a narrower profit ratio in nearly 
every sector for each of the first three quarters of 1952 compared with the cor- 
responding period last year. An alternative explanation, for which there is a 
considerable amount of supporting evidence, is that these decreases in prices at 
the primary stages were largely offset by higher wages and other operating costs 
at other stages in marketing and distribution. The more moderate decline in 
consumer prices can be seen in Table XIII, which also showsthe contribution of 
the various components to the total point changes in the consumer price index. 

The comparisons give the increase from January 1950 ( a pre-Korean base) with the 
peak in January 1952, and the gradual decline to January of this year. In 
summary then, the general level of domestic costs and prices in a wide range of 
manufactured goods and services increased while prices of imports and agricultural 


products declined. 
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TABLE XII 


WHOLESALE PRICE INDEXES, 
“SELECTED MONTHS 


(1935-39 = 100) 


Meats, fish and poultry 
Food, less meats, etce 


; eee 
| | Date 
) June | Component | January | %@ change of 
1950 | at Peak | 1953 from Peaki Index 
Peak 
General Index 21043 307 Sr | gk Omey/ et 
Vegetable products 200.2 22167 202.0 | = 6,9 Apr. /51 
Animal products 26036 312 Cy.9 |) esas July/51 
Textile products 229.9 Crap: eae Mane ee | ~26.5 |Mar./51 
Wood products 256.5 3037 Co ed, @ Use July/51 
Iron products | 183.1 221.5 221.45 bis Jan. /53 
Non-ferrous metals | 162.8 1b5e7 169.6 | ma Get Nov. /52 
Non-metallic minerals 164.3 Li 508 17563 a Jane /53 
Chemical Products | pile 190.3 177e0 | -~ 7.0 | Oct./S1 
| | 
arm Products | 238.8 vagy Pl 21969 | +20,6 | July/51 
Field | 188.6 27 Tae | 1730h ~23.8 | June/52 
Animal 289.1 358.9 266eh | -25.8 | July/51 
relic 
CABG. xo 
POINT CONTRIBUTION TO TOTAL POINT CHANGE 
IN CONSUMERS PRICE INDEX 
eae ta FARRER Glee WSS ad a PE ITE" T Aer OREN ILEUM PST Le a 
January 1950 to | January 1952 to 
| January 1952 January 1953 
| 
[Food 


‘Shelter 
(Clothing 


‘Household operation 
lother commodities and services 


Total Points Change 


} 


Total Per Cent Change | e161 


ee EEE eee 


| 
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Rs Note: Comparisons are based on a single month to avoid problems associated 
with changing seasonal weights in the next index. 
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For 1953, it seems likely that many international commodity prices 
will continue to sag, but temporary rallies may become increasingly frequent. 
Recent primary product price movements suggest some recovery in products from 
the Sterling Area, relative to dollar commodities but it is not clear how long this 
might continue, The influence of changes in the Canadian dollar on prices quoted 
domestically has not been a major factor since last summer, Domestically, increases 
in wage rates will continue to have some influence on prices in a wide range of 
industrial products and service categories but these are more likely to consist 
of adjustments in particular categories, rather than being any large and general 
increases, Prices of agricultural products are of a somewhat mixed character, 
with pork and eggs likely to be strong while beef and dairy products will probably 
continue to be weak, Table I reflects these patterns, with price increases 
allowed for in investment goods and government expenditure, while the lower 
levels for exports, imports and consumer expenditure for 1953 compared with 1952 
really reflect the changes which have already taken place, This rough stability 
in the price index of total domestic output at a time when unemployment is low 
and output increasing is in marked contrast to other post-war years when general 
price increases were occurring. In the present situation, overall demand and 
supply considerations can throw less light on price changes, and developments in 


particular markets and products become more important. 


Distribution of National Income 

Shifts in the distribution of income will continue to be important 
during 1953, and these developments will play an important role on the demand 
side (as discussed earlier) and on the financing side (to be discussed in the 
following section). 

During 1952 general increases in wages and salaries took place, 
arising mainly from adjustments in basic wage rates and fringe benefits and to a 
lesser extent from increases in employment and hours worked, By the end of 1952, 
per capita weekly earnings in the nine leading industrics were running roughly 3 
per cent over the average for the calendar year, In spite of the decreases in 
consumer prices which have taken place, decreases in wage rates have occurred only 
where demand conditions are such that employers are compelled to cut costs signi- 
ficantly and such instances have been unimportant in general, On the other hand, 
further increases ere likely in a fair number of cases, Wages in certain industries 
and firms have lagged behind the general trend in the last two years and some 


"catching up" will take place in these sectors, In the unionized groups, some 
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attempts to get further increases in basic rates are also likely. The arguments 
are likely to shift from a desire to keep in step with cost-of-living increases 

to an emphasis on "parity" with comparable rates in American industry, and to 
emphasize wage increases to match productivity changes, Markets generally are 
firm enough that employers will grant some further increases in basic rates, and 
further increases in fringe benefits are also probable. Some labour management 
disputes are likely to occur, however, but the extent of time lost through strikes 
is not likely to be as high as in 1952, which was the third highest on record. 
Considering the increases in money wages which have already occurred since early 
1952, and allowing for a small increase in employment, it does not require much 


of a further increase in wages this year for the increase in 1953 to exceed the 


Of particular importance this year is the significant increase in real 
income which has been developing from a variety of circumstances, The movements 
in average weekly carnings in nine leading industries, the consumer price index 
and in "real" weekly earnings can be seen from 1950 to date in Chart III, Average 
weekly earnings kept roughly in step with consumer prices during most of 1950 and 
1951, but some slight declines in early 1951 and a recovery later in the year 
arose from the special circumstances in meat prices primarily. During 1952, 
however, a steady increase in average earnings has taken place at the same time 

hat retail prices have declined. As discussed above, the price declines at the 
retail level have come from a variety of circumstances, among which the declines 
in import prices and meats have been the most important. The resulting increases 
in real income can be seen from the chart, beginning in the latter part of 1951 
and continuing without interruption since, By January 1953 the increase amounted 
to more than 9 per cent over the year earlier, a truly remarkable change in a 
quantity that is usuelly quite sluggish on a year to year basis. Furthermore, the 
increases in real wages have not yet run their course and further upward movements 
during the year can be anticipated, although some levelling off by the second half 
of the year is probable. Even though the increase may not contime to be quite 
es striking as the year progresses, the new levels might be regarded as a plateau 
with further sharp movements up or down not likely to occur unless new and un- 
foreseen developments arise. This would bring the increase in real weekly 
earnings from 1951 to 1953 to something between 10 and 15 per cent. Naturally, 
some industries, occupations or localities have made gains greater than this, while 


other groups have lagged behind but such checks that can be made suggest that the 
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increases have been very widespread and no striking disparities appear to have 
developed, Furthermore, these conclusions are not modified if allowance is made 
for direct taxes collected from and transfer payments paid to the recipients of 
labour income, The effect of these changes in real income on the behaviour of 
the individuals concerned can have a very great influence on theeconomy, and some 
of the effects can already be felt domestically. 

It should be noted that this increase in real wages has also appeared 
in other countries, but has been less pronounced and of shorter duration than in 
Canada, In the United States, for example, increases did not begin to become 
pronounced until late last summer and the increase in the twelve months since 
January 1952 has been 7 per cent in manufacturing, only two-thirds as much as the 
comparable group in Canada, 

During 1952, corporate profits dropped below the peak levels reached 
in 1951. The decreases were most marked in the first two quarters of the year 
(partly due to the extremely high levels reached in. early 1951 with high output, 
widening profit margins and substantial inventory gains), but some recovery began 
to appear in the last half of the year. For 1953, the higher volume of production 
and sales is likely to be the most important factor in larger corporate profits. 
Although inventory losses are likely to be less important this year than in early 
1952, and pressure on the cost side may be somewhat less intense, it is possible 
that a more competitive tendency in certain sectors may be sufficient to prevent 
any marked change in profit margins in relation to sales, Should the foreign 
exchange value of the Canadian dollar show any tendency to recede from its present 
level, the profit position of Canadian producers would be further supported, In 
the light of these considerations, an increase in corporate profits slightly more 
than the increase in gross national product has been allowed for, 

Net farm income declined in 1952, the record grain crop being insuf- 
ficient to offset the decreases in prices of livestock and larger farm expenses, 
Although further increases in cash income in the Prairies took place, cash income 
in the rest of Canada fell from the 1951 peak but still exceeded each of the 
years 1948 to 1950, For 1953, the anticipated Prairie grain crop will have a 
great influence on the index of agricultural production and the size of net farm 
income.. Early indications suggest that subsoil moisture is below average, but 
properly timed rains could still change the picture substantially. Any assumption 
on crop yields is arbitrary, of course, but if average yields (based on a recent 
10 year period) were obtained in 1953 a decline of one-third from the record 1952 


is implied, This factor alone would pull down the index of agricultural output 
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by a little more than 10 per cent, However, the present carryover of grain on 
farms is abnormally large (more than 50 per cent of all wheat stocks, for example, 
is still on farms) and cash income could be maintained at very high levels as 
this grain is moved to foreign markets, In other regions, it is likely that 
further declines in both cash and net income can be expected. Beef prices are 
below a year ago, and further declines are likely whenever the normal seasonal 
marketings become heavy. The reappearance of the seasonal surplus over domestic 
requirements would ceuse a price decline sufficient to move meat and live animals 
into beef deficit areas in the United States. On the other hand, reduced supplies 
of pork have already led to some price firmness here and egg prices are also 
likely to increase. For most other agricultural products, changes in prices and 
supplies are not likely to be large and would probably be offsetting in total 
cash income. No large changes in operating expenses are envisaged for 1953. 

Thus, the decline in net income is entirely associated with the lower grain crop 
assumed, but cash income could be maintained through a reduction in grain inven- 


tories on farms. 


Savings and Finance 

In general, it does not appear that any serious problems will be 
encountered in financing the investment programme or the continued increase in 
consumer credit anticipated in 1953. The requirements for financing will continue 
at high levels, which will probably continue to be reflected in firm interest rates 
and a "tightness" in particular sectors of the market. 

In the government sector, defence expenditures will provide the main 
source of any expenditure increase at the federal level, with a smaller increase 
in certain transfer payments. On the revenue side, the effectsof the recent tax 
changes will not be large in the current calendar year and will tend to be offset 
by a moderate rise in incomes, The expansion in the tax base will be less than in 
other postewar years, however, Under these circumstances, oniy a small surplus for 
national accounts purposes can be envisaged, as reflected in Table li, This is a 
change from the surpluses of earlier years, which reached a peak of $1.0 billion 


in the calendar year 1951, (1) At the provincial level, a further increase in both 


(1) This refers to the federal surplus as adjusted for national accounts purposes 
to provide a basis for analyzing the influence of government transactions on 
the rest of the economy. This differs in certain respects from the adminis- 
trative budget. The national accounts treatment combines such extra-budgetary 
funds as the Unemployment Insurance Fund and the Old Age Security Fund in with 
other revenues and expenditures, and eliminates certain expenditures (such as 
the writing down of capital assets) for which no corresponding current income 
flow is associated, In addition, there are certain differences in timing of 
receipts and expenditures such as putting corporation taxes on an accrual 
basis, and adjusting for the N.A.T.O. suspense account. 
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current and capital expenditures was indicated at most provincial legislative 
SesSions and in their returns to the investment forecast. Municipalities are 
expected to show a further moderate increase also, Where bond issueS are required 
to cover the higher capital expenditures, it does not appear that such financing 
will encounter any more problems than prevailed last year, A continuing concern 
about the general upward pressure on the mill rate on real property is frequently 
expressed, however. 

Business requirements for funds will continue to be large. Their in- 
vestment intentions for plant and equipment expenditures are up again for 1953, 
even though the probable increase is smaller than for any year since 1950. A small 
increase in business inventories has been tentatively allowed for in 1953. 
However, it is probable that a larger proportion of these requirements can be met 
from internal sources than last vear, Corporate profits are expected to be higher 
in 1953, and the reduction in corporate taxes effective this year should permit an 
even larger increase in corporate profits after taxes, As it is unlikely that 
dividends will increase correspondingly, undistributed profits will probably be 
well above last year, In addition, recent additions to plant and equipment and 
the changed treatment of depreciation on non-essential investment projects will 
provide for a further large increase in depreciation allowances, 

One development which has received a good deal of discussion in both 
Canada and the United States is the increase in consumer credit. In Canada, the 
increase in consumer credit from the end of 1951 to the end of 1952 was $50 
million, or more than 0 per cent. Incidentally, the corresponding increase in 
the United States was only 20 per cent, partly reflecting the interruption in car 
production last summer and the relatively greater recovery in sales and consumer 
demand in Canada, The increase here is rather striking and arises from a variety 
of circumstances, some of which are rather temporary in nature, The regulations 
on down payment and length of credit together with the taxes on consumer durables 
had limited the increase in consumer credit during 1951, providing a low base 
for the comparison. During 1952 sales of cars and most household durables increas-~ 
ed, and a larger proportion of these were credit sales. In addition, the period 
of repayment increased during 1952, further contributing to the relatively small 
amount of payments on credit outstanding during the period, Most of these factors 
will still be present in 1953. The amount of new consumer credit likely to be 
incurred in 1953 will be roughly as much as last year, with increased sales of 
television sets likely to offset declines in other household durable financing, 


A further increase in competition in sales of new and used ars will contribute 
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to increased credit outstanding here, particularly in the second quarter, However, 
with the payments on outstanding credit steadily increasing, the rate of increase 
in consumer credit outstanding may slacken off during the year, It appears that 
the major department stores intend to encourage the use of credit more during 
19532 In summary, it appears as if consumer credit outstanding will increase 
substantially for the second year in a row, In general, the major companies 
involved in this ficld do not appear to be encountering difficulties in financing 
this increase. However, some smaller retailers in the household durable field 
have had some difficulties in obtaining funds, and increased competitive selling 
in this field suggests further problems will be encountered. On the side of those 
incurring debt, the total amounts cutstanding do not appear out of line with pre- 
war ratios to disposable income or liquid asset holdings, when little concern 
about the size of consumer credit seemed to be evident, In the light of the 
strong income position, no serious probtem of servicing this debt by the indivi- 
duals concerned seems warranted in general although a continuedrise at the rate 
Since the spring of last year might raise problems. 

During 1952, personal savings remained at roughly the 1951 level. As 
the liabilities of the personal sector in the form of consumer credit increased 
significantly in 1952 while total saving remained unchanged, increased personal 
holdings of liquid assets must have taken place. Savings in contractual forms 
(life insurance and pension schemes) continued to increase moderately and invest- 
ment in housing continued high. It is more difficult than usual to assess the 
prospects for personal savings in 1953 because of the differing income outlook for 
the farm and non-farm groupe In the non-farm group, incomes are expected to 
increase and savings as high or even higher than last year seem probable. Net 
farm incomes are expected to be down in 1953, and (judging by American studies 
which show farmers to have a high propensity to save) a large decline in their 
Savings seems likely. In the light of these conflicting tendencies, a decline of 
roughly $300 million in personal saving has been allowed for. The forms in which 
the $1% billion personal savings will take place can only be roughly indicated 
at present, The increase in consumer credit and the decline in farm inventories 
will provide two large negative items. However, continued large savings in housing, 
contractual savings and individual enterprise can be expected. Personal holdings 
of liquid assets are also likely to increase, but the increase is not likely to 


be as large as tuok place in 1952, 
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For 1952, the current account surplus has been tentatively estimated 
at $150 million, At the same time, an inflow of capital in certain forms occurred, 
with foreign direct investment amounting to some $300 million and net issues of 
Canadian bonds and equity secvrities of $20 million. These forces contributed 
to a strong demand for the Canadian dollar and = resulting change in the exchange 
rate compared with the year before, At the same time net re-purchases of out- 
standing issues (particularly Government of Canada direct and guaranteed issues) 
became substantial, being influenced by this strength of the Canadian dollar. 
By the end of 1952 U.S. holdings of Government of Canada debt had been reduced 
below the amounts held in 1950 before the capital inflows became significant. 
The net inflow of short-term capital that occurred in 1950 and 1951 was reversed 
in 1952 when the net outflow amounted to roughly $500 million. About one half 
of this unusually large movement was associated with a reduction in liabilities and 
one half with an increase in assets of Canadians held abroad. There are a variety 
of ways by which the change from a surplus of $150 million in 1952 to a moderate 
deficit for 1953 can be financed, It would be extremely unlikely, however, if the 
large net outflow of short-term capital that took place last year would be repeated 
and this factor alone can make a substantial difference inthe capital accounts of 
the balance of payments between the two years, It is not likely that the balance 
of payments deficit envisaged would create any serious strains either on the 


foreign exchange picture or the domestic financial scenes 


National Outout 

During 1952, the increase in national production was roughly 6 per cent, 
about the same increase as was achieved in each of the previous years, All the 
broad industrial groups went up except forestry, fishing and trappinge The increase 
in manufacturing was quite modest, however, and most of this occurred in the latter 
part of the year. 

For 1953, the physical factors affecting output in the non-agricultural 
sector suggest a further large increase in the light of the good but not excessive 
demand factors dealt with above, A larger labour force is allowed for, and 
productivity in existing establishments might be assumed to increase in line with 
the long-term average. In addition, the large investment programmes of recent 
years is now resulting in significant additions to new capacity and increased out- 
put in a number of industries, However, it should also be borne in mind that better 
supplies of many products in foreign countries and the good level of Canadian 


demands may encourage a larger volume of imports at competitive prices, so that 
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domestic producers may obtain a smaller share of this larger market. In general 
terms it seems reasonable to anticipate an increase of 3 or per cent in overall 
national outpute 

By industry, a decline in agricultural output of over 10 per cent is 
allowed for because of the difference between the record grain crop of 1952 and 
an average crop this year. The anticipated increases in the non-agricultural 
sector will more than offset this decline, however, A year ago, some manufacturing 
industries were running well below capacity while other products were still in- 
sufficient to meet demand in spite of all-out production levels, These contrasts 
between soft spots and bottleneck areas within manufacturing have now disappeared 
and the differences between industries are remarkably small, This is partly a 
reflection of the fact that the period of resource shifting that has prevailed 
since 1950 has now passed. 

In the manufacturing group the changes this year over the corresponding 
months of 1952 are not expected to be uniform, Softness in demand in certain 
particular products and some adjustment in certain lines of inventories contributed 
to a low level of manufacturing production in the first half of last year. 
Actually, it was not until July that the index of manufacturing production equalled 
the 1951 levels, but by the year end were more than 10 per cent above the year 
before. Current output levels are substantially higher than last year in most 
categories (the total index of industrial production in Chart IB reflecting this) 
and significant increases are likely to continue for some months yet. However, 
towards the end of 1953, it will become increasingly difficult to exceed the levels 
of last year because of the good levels attained then, It is possible that some 
problem areas may develop in particular manufacturing sectors by the end of the 
year, and some firms may run at less than capacity. The possible extent of such 
problem area is still conjectural, however, and an increase in output in the non- 
agricultural sector of roughly 5 per cent is expected in 1953, 

Actually, the increases currently being shown in manufacturing production 
have only been matched once since the post-war transitional years, Increases of 
this size occurred in early 1951, but they continued for only a few months and then 
a reaction set ins Is there much possibility of a change as rapid as occurred at 
thet timc? The spurt in activity then was based on a very significant expansion in 
inventories in many lines and a boom psychology present in the business community. 
The same attitudes were present among consumers, and the buying sprees of that 


period were based on a diversion of income away from the more normal savings pattern 
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for short periods, The current high levels of production and import volume appear 
to be taken up largely by current demand factors and do not appear to be going 

into inventories to any major extent. Businessmen appear to be cautious in in- 
ventory policy, and the uncertainties are reflected in the stock market and 

renewed sliding tendencies in international commodity prices, In general, the 

good levels of consumer spending appear to be firmly based on high incomes, even 
though consumer credit outstanding is increasing, Thus, although some declines 
from present high levels are possible, it does not appear that any rapid change is 
likely. In view of the possibility of softness beyond 1953, this cautious approach 
by businessmen is desirable as it makes a moderate adjustment more likely than any 
sudden changes, As there is some evidence that the strength in Canadian production 
and demand forces are somewhat greater than is occurring in other western countries, 
further expansionary tendencies could contribute to a larger balance of payments 


deficit. 


Employment and Unemployment 

During 1952, employment in the non-agricultural sector went up mode= 
rately with the movement out of agriculture continuing to be quite importante 
During the winter, unemployment in urban areas of Central Canada was down from 
the previous winter but was higher in all the logging areas in Quebec and the 
Maritimes, with the numbcr out of work and seeking work being lower in March 
than the comparable period last year, This development in logging was related 
primarily to the adjustment of inventories of newsprint in the U.S., the changing 
demands for pulpwood and the larse inventories of pulpwood logs built up in the 
1951-52 cutting season, A substantial proportion of the cut was completed before 
Christmas, facilitated by the open winter, and cutting wac susstantially curtailed 
thereafter. However, some of the workers involved are farmers and supplement 
their winter income in woods operations which may partly contribute to the lack 
of public comment and discussion of unemployment this past wintere 

Turning to 1953, the sources of growth in the labour force are natural 
increase and net immigration. The natural increase in the labour force is quite 
moderate and in recent years the expansion has seemed unusvally small. Immigration 
has been taking place at a mich reduced rate this winter compared to beeen ago, 
and the large Atlantic tourist movement this summer may limit any large movement 


then. Under the circumstances, immigration will provide less of an addition to 


the lebour force than took place in 1951 and may not even equal the inflow last 
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It is still somewhat premature to assess what effects the recent 
increases in real wages will have on labour force participation. It is quite 
possible that higher real earnings will encourage some marginal categories in 
the labour force to withdraw, or will slow the rate of entry of married women 
into the employed group, but this influence may not be too significant in the 
short-rune _The tendency to shorter working hours and more holidays may also be 
accelerated. - Under these circumstances the increase in man-hours worked in 1953 
may be somewhat less than what has been occurring in recent years, in spite of 
the good demand for labour. 

The demand for labour in 1953 will be moderately strong, as is implied 
in the discussion of the demand factors above, However, with the disappearance 
of the pressures in many specific sectors of the labour market, it is likely that 
the traditional seasonal variations in employment and unemployment may become 
more pronounced, Softness could appear in some of the traditional labour surplus 
areas, In the light of these developments, some increase in unemployment could 
develop by the year end in such areas as Windsor, Brantford, New Glasgow, 

New Brunswick, North Shore and perhaps also some textile centers. However, the 
number of applications for work in logging areas may be no larger than took place 
last winter. Although some increase in unemployment has been allowed for towards 
the end of the year, it will probably average less than 3 per cent for the full 
year, In general tnen, there do not appear to be any indications that the extent 
of unemployment would be any more serious than what has prevailed, on average, 


from 196 to date. 
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CHART IA 


RETAIL SALES IN CONSTANT 
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CHART II 


PRICE FACTORS IN CANADIAN 
COMMODITY TRADE 
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